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Overview: Thursday, August 10 (next release 2:00 p.m. on August 17, 2006)
Natural gas spot prices decreased at all locations except for one this week (We
Wednesday, August 2 - 9) as moderating temperatures contributed to lower den
Henry Hub spot price decreased $1.06 per MMBtu this week, or more than 12
$7.59. The price of the NYMEX futures contract for September delivery also «
albeit only by 15 cents since last Wednesday (August 2) to settle yesterday at S
MMBtu. Natural gas in storage as of Friday, August 4, was 2,763 Bcef, which is 15
above the 5-year average. The spot price for West Texas Intermediate (W'TI) crude
yesterday’s trading session at $76.28 per barrel (S13.15 per MMBtu) after increas
per barrel (2 cents per MMBtu), or less than 1 percent, on the week.
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Mote:The West Texas Intermediate (WTI) crude oil price, in dollars per barrel, is converted to S/MMBtU
using a conversion factor of 5.80 MVBtu per barrel. The dates marked by vertical lines are the Ny MEX
near-month contract settlement dates. |
Source: Matural gas prices, NG/I's Daily Gas Price index (hitp:intelligencepress.com); WTI price,
Reuters New s Service (httpoiw w w . reuters, comj.

Prices:
With the easing of the temperatures across much of the Lower 48 States over the

and the end of the threat to the Gulf of Mexico production area posed by Tropi
Chris, spot prices have decreased on the week at all but one trading location. Mean
Edison Electric Institute (EEI) reported yesterday that U.S. electricity demand

weekly record for the second time in three weeks. According to the EEI, domest
delivered 98,583 gigawatt hours (GWh) of electricity for the week ended .
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surpassing the previous single-week record of 96,314 GWh set during the week e
22, for a 2.4 percent increase. Since Wednesday (August 2), spot price decre:
widespread and varied widely, ranging between 2 cents and $2.23 per MMBtu. T
Hub spot price decreased $1.06 or 12.3 percent on the week, averaging $7.59 pe
yesterday, after it began the report week at the second highest price since February
Spot prices at the other trading locations in Louisiana decreased by an average of
MMBtu on the week, trading vesterday at an average of $7.70 per MMBtu. Price
production areas exhibited smaller decreases that averaged about 50 cents per MM
regional basis, the Northeast saw the largest decreases ranging up to 52.08 per MME
was, however, one increase on the week, which occurred in the Arizona/Nevac
region, where prices increased by 17 cents or about 2 percent to 57.88 per MMBtu
the price declines this past week, spot prices at all reporting markets are at least
MMBtu higher compared with prices early in July, with some locations recording
of up to $2.34 per MMBtu.

Thur. Fri. Mon. Tue.

Spot Prices ($ per MMBtu)

3-Aug 4-Aug 7-Aug B8-Aug

Henry Hub 761 744 698 706 7.50
New York 897 851 780 782 829
Chicago 724 T2 8T 688 740
Cal. Comp. Avg,” 681 @688 877 BT T2
Futures ($/MMBtu)

Sep delivery 7.292 7.246 6907 7.158 7.651
Oct delivery 7.542 7.471 7.123 7.349 7.857

*Avg. of NGI's reported avg. prices for: Malin, PG&E citygate,
and Southern California Border Avg.
Source: NGI's Daily Gas Price Index (http://intelligencepress.com).

The price of the NYMEX futures contract for September delivery decreased 15 o
last Wednesday and settled at $7.651 per MMBtu yesterday. The October 2006 cor
decreased on the week, ending trading yesterday 18 cents or 2.2 percent lower
Wednesday (August 2). Contracts for delivery during the upcoming heatin
(November 2006 — March 2007) declined by an average of 7 cents per MMBtu thi
settle at an average of $10.885 per MMBtu. Currently, the highest priced contr
February 2007 contract, which settled yesterday at $11.467 per MMBtu. Despite d
the prices for the near-term delivery contracts, current market expectations resulte
increases on the week for the remaining contracts for delivery during 2007. 1
through December 2007 futures strip gained an average of 3 cents to settle yes
$9.256 per MMBtu. Futures contract prices for delivery during the 2006-2007 heati
continue to exceed last year’s prices for the past heating season coniracts by an a
$1.573 per MMBtu. The November 2006-through-March 2007 contracts traded ye
an average of $10.885 per MMBtu, compared with the November 2005-through-M:
strip’s price of $9.654 per MMBtu on August 9, 2005. Additionally, contracts foi
during the next heating season were trading at an average premium of $3.30 pe
relative to the Henry Hub spot price yesterday, which is significantly higher than tk
premium that the 2005-2006 heating season futures contracts exhibited 1 year ago.

Recent Natural Gas Market Data
Estimated Average Wellhead Prices

lFeh-Uﬁ Mar-06 Apr-06 May-06 June-06 July-06
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Price ($ per Mcf) 728 652 659 619 580  5.82
Price ($ per MMBtu) 7.09 635 642 603 565 5.67

Note: Prices were converted from S per Mcf to $ per MMBtu using an average
heat content of 1,027 Btu per cubic foot as published in Table A4 of the Annual
Energy Review 2002.

Source: Energy Information Administration, Office of Oil and Gas.

Storage:
Working gas in storage totaled 2,763 Bef as of Friday, August 4, according to EIA’s Weekly

Natural Gas Storage Report. Working gas inventories are roughly 16 percent above the 5-year
average for the report week and about 12 percent above the level last year for the same week
(See Storage Figure). For the second time in the past 3 weeks the weekly report showed a net
withdrawal. Although there have been a few weekly withdrawals in the Producing and West
regions during the summer months of July and August since 1994, when the weekly storage
data began, this is the first time that a withdrawal has occurred in the East. The 12 Bef net
withdrawal for the week contrasts sharply with the 5-year average net injection of 61 Bef and
last year's net injection of 42 Bef. The unusual withdrawal reflects the impact of above-
normal temperatures and the prevailing economic incentives. During the week ended August
3, the National Weather Service reported temperatures that were 42 percent warmer than
normal, as measured by the cooling degree days (CDDs) (See Temperature Maps). For the
report week, temperatures in each Census Division were from 13 to 104 percent higher than
normal. The extremely hot temperatures that enveloped most of the Lower 48 States resulted
in a record level of electric power generation, thus contributing greatly to this week’s net
withdrawal. Another factor behind the storage withdrawal is the backwardation of prices for
the near-month delivery contract. Although the current, relatively high, premiums between
prices for winter delivery contracts on the NYMEX and spot prices at the Henry Hub would
be expected to encourage the injection of gas into underground storage, the backwardation of
the near-term contract price in 4 of the 5 trading days in the storage report week provided a
strong incentive to draw gas from storage rather than purchasing higher price gas on the spot
market.

One-Week Implied Net Estimated  Percent

Current  Prior Change Prior 5-Year Difference

Stocks  Stocks from Last (2001-2005) from 5 Year
All Volumes in Bef  8/4/06 7/28/06 Week Average Average
East Region = [RELC 1,555 1,342 15.8%
West Region : 380 373 7 334 13.8%
Producing Region 72 847 -18 712 16.4%
Total Lower 48  [PRLK 2,775 -12 2,389 15.7%
Source: Energy Information Administration: Form EIA-912, "Weekly Underground
Natural Gas Storage Report," and the Historical Weekly Storage Estimates Database.
Row and column sums may not equal totals due to independent rounding.

Other Market Trends:

EIA Releases Report on Natural Gas Pipeline Expansion in 2005: The Energy Information
Administration released a special report on August 8, 20006, entitled Additions to Capacity on
the U.S. Natural Gas Pipeline Network: 2005. This report examines the amount of new
natural gas pipeline capacity added to the U.S. natural gas pipeline system during 2005 and
the areas of the country where those additions were concentrated. In addition, it discusses and

analyzes proposed natural gas pipeline projects that may be developed between 2006 and
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2008 and the market factors supporting these initiatives. Even though 10 fewer natural gas
pipeline projects were completed in 2005 than in 2004, the average capacity addition per
project increased from 187 million cubic feet per day (MMcfid) to 264 MMcf/d, and average
added natural gas pipeline increased from 36 to 37 miles per project. Additionally, in the Gulf
of Mexico, the first new U.S. liquefied natural gas (LNG) import terminal in over 20 years
was completed, as well as an 8-mile natural gas pipeline lateral linking it to existing offshore-
to-onshore systems. Although the amount of natural gas pipeline capacity added during 2005
was only 7 percent above the 2004 level, which was the smallest annual level since 2000, the
current inventory of project proposals indicates that a reversal can be anticipated over the
next several years. There are 157 natural gas pipeline projects, accounting for more than
9,500 miles of potential new pipeline that have been proposed for development between 2006
and 2008 in the United States (as of June 2006). To date, 71 projects have been approved by
regulating authorities and have begun, or are permitted to begin, construction, with 8 of the
projects scheduled for early 2006 already completed. While 28 projects are still only in the
planning, or post-open season stage, 58 have been submitted to various regulatory authorities
for review. Nineteen of the latter have been submitted to FERC under the NEPA pre-filing
process. As much as 77 Bef/d of natural gas pipeline capacity would be added to the national
network between 2006 and 2008, if all current proposals were completed as designed and as
scheduled, although this is unlikely.

GAO Releases Findings on the Pipeline Safety Improvement Act of 2002: On August 4,
2006, the Government Accountability Office (GAO) released its findings on the Pipeline
Safety Improvement Act of 2002, which established a risk-based program for gas
transmission pipelines, requiring pipeline operators to identify areas where the consequences
of a pipeline incident might be greatest, such as highly populated areas. Operators are
required to evaluate pipelines in these areas for safety threats such as corrosion, repair or
replace defective segments, and reassess their pipeline at least every 7 years. In the report,
GAO provided updated information on the ongoing process. Though the process is still in its
early stages, there have been improvements in pipeline safety nationwide. Up to December
2005, 182 out of 241 operators, or 76 percent, have reported baseline assessment activity and
that their pipelines were in good condition, requiring only minor repairs. According to the
report, as of December 31, 2003, 33 percent of the pipelines located in highly populated or
frequently used areas had been assessed and over 2,300 repairs had been completed. The
majority of the problems were concentrated in 7 pipelines. As a result of the improved
pipeline safety, GAO estimated that up to 68 percent of the population residing close to
natural gas transmission pipelines reside in highly populated areas and they can expect to
receive additional protection. According to the report, the results were notable since the Act
requires operators to assess their riskiest segments first and repair defects, making them safer
prior to starting reassessments toward the end of the decade.

EIA Releases Its August Short-Term Energy Outlook: According to the Energy Information
Administration’s (EIA) latest Short Term Energy Outlook (STEQ), released on August 8,
2006, natural gas spot prices at the Henry Hub in 2006 are expected to average about $7.69
per Mcf, or $1.17 per Mcf less than the 2005 average price of $8.86 per Mcf. However, the
average spot prices are expected to increase to about $8.17 per Mcf in 2007, assuming
sustained high oil prices, normal weather, and continued economic expansion in the United
States. During the third week in July, natural gas inventories fell by 7 Bef, which was the
first decline ever recorded during summer months (May through September) since 1994 when
the weekly storage data began. Total U.S. natural gas consumption in 2006 is expected to fall
about 270 billion cubic feet or 1.2 percent below the 2005 level and then increase by about
810 Bef or 3.7 percent in 2007. Residential consumption is expected to decline in 2006 by
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7.6 percent from 4.84 trillion cubic feet (Tcf) in 2005, largely because of mild weather
during the early months of 2006. By 2007, residential consumption is expected to rebound to
4.88 Tcf, increasing by 9.2 percent on the year. Domestic dry natural gas production in 2006
is estimated to increase by 1.3 percent to 18.48 Tcf and by another 0.4 percent to 18.56 Tef in
2007. Included in this months STEO is a feature article regarding the Alaska Prudhoe Bay
shutdown. On August 6, 2006, BP announced the shutdown of about 400,000 barrels per day
of crude oil production originating from the Prudhoe Bay field in Alaska due to corrosion in
the pipeline.

Natural Gas Transportation Update:

o On Saturday, August 5, Florida Gas Transmission lifted an overage alert day that had
been in effect since the previous Monday (July 31). The tolerance for negative daily
imbalances ranged between 15 and 25 percent.

o El Paso Natural Gas Company on August 8 issued a warning that a possible strained
operating condition (SOC) may be declared in response to a number of conditions
developing on the system. Takes in excess of receipts led to a loss of 140 MMcf in the
system linepack over the previous 24 hours. This high demand also contributed at least
in part to the Washington Ranch storage facility being at a maximum withdrawal rate.
Additionally, scheduled pigging on the Havasu crossover requires that sufficient
system linepack is maintained. El Paso urged the shippers to ensure that takes are fully
balanced with receipts, and warned that if the situation does not improve, an SOC
would be issued.

» On Monday, August 8, Southern Natural Gas Company completed an unscheduled
maintenance at White Castle compressor station in South Louisiana and reported that
capacity on the west leg upstream of Franklinton compressor station would be
increased to 725,000 decatherms (Dth) per day until further notice. The unscheduled
maintenance started on August 1 and resulted in a capacity limitation of 655,000 Dth
upstream of Franklinton.

e ANR Pipeline Company performed maintenance on its LaGrange compressor station,
located in Indiana, owing to unplanned engine outage, which resulted in a 96-MMcf
per day capacity reduction through yesterday, August 9. While 610 MMcf per day
remained available during the maintenance, the capacity impact resulted in curtailment
of firm secondary and interruptible transportation nominations.

Short-Term Energy Qutlook

tp:ftonto.eia.doe, goviooginlo/naw/ngupdate.asp

Need Help?
phone: 202-586-8800
email: infoctrfeia.doe.gov
Specialized Services from NEIC

For Technical Problams
phone: 202-586-8859
email: wmasterfiela.doa.gov
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